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Handling Deferrals With Revenue 
Insurance Policies
-by Neil E. Harl*  
 The widespread drought in 2012, reportedly the worst since 1936, has focused attention on 
crop insurance  and how to handle policy recoveries with a revenue insurance component.1 
Agreements with crop insurance companies that provide for payments without regard to 
actual losses of the insured do not constitute insurance payments for the “destruction or 
damage” to crops as required for deferral of the proceeds to the year following the year of 
crop loss.2 Legislation was introduced  in 1997 to make insurance contracts under the Federal 
Crop Insurance Act featuring revenue assurance eligible for deferral but that legislation was 
not enacted.3 
 The question now being posed is, for crop insurance policies containing revenue insurance 
coverage as well as coverage for the destruction or damage to crops, how are indemnities 
handled for purposes of deferral to the year following the year of crop loss?
The deferral rules
 Under I.R.C. § 451(d), taxpayers on the cash method of accounting may elect to include 
crop insurance and disaster payments in the income of the taxable year following the year of 
crop loss if, under the taxpayer’s practice, income from the sale of the crop would normally 
have been included in the later year.4 Crop insurance and disaster payments for a trade 
or business must be treated the same if received in the same taxable year.5 This includes 
payments made because of destruction or damage to crops as well as the inability to plant 
crops.6 Under the statute, the inability to plant crops because of a natural disaster is treated 
as insurance proceeds received as a result of destruction or damage to crops.7 In a 1958 
ruling, a farmer collected insurance for hail damage to a wheat crop. IRS agreed that it was 
an involuntary conversion and gain could be avoided by investing the insurance proceeds in 
another crop of standing wheat or a harvested crop of wheat but not in the following year’s 
crop of wheat.8
	 The	deferral	provision	applies	to	federal	payments	received	for	drought,	flood	or	“any	
other natural disaster.”9
 As to what is required for eligibility to defer crop insurance and disaster proceeds, the 
statute merely refers to evidence that  “. . . the crops would have been reported in a following 
taxable year.”10  In a 1974 ruling, IRS referred to the necessity for a “substantial part” of the 
crops to have been carried over from the year of production historically and “more than
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of this article drafted the amendment for inclusion in the Tax 
Reform Act of 1997 but was advised after the amendment was 
not included in the legislation that the amendment was “lost.”
 4  I.R.C. § 451(d); Rev. Rul. 91-55, 1991-2 C.B. 784, revoking 
Rev. Rul. 75-36, 1975-1 C.B. 143.
 5  Notice 89-55, 1989-1 C.B. 696.
 6  I.R.C. § 451(d).
 7  I.R.C. § 451(d).
 8  Rev. Rul. 59-8, 1959-1 C.B. 202.
 9  Treas. Reg. § 1.451-6(a)(1).
 10  I.R.C. § 451(d).
 11  Rev. Rul. 74-145, 1974-1 C.B. 113.
 12  Nelson v. Comm’r, 130 T.C. 70 (2008), aff’d, 568 F.3d 
662 (8th Cir. 2009) (no evidence of when crop actually sold; 
query whether allocation method was an acceptable accounting 
method). See Harl, “Deferring Crop Insurance and Disaster 
Payments: How Not To Do It,” 19 Agric. L. Dig. 33 (2008).
 13  Rev. Rul. 74-145, 1974-1 C.B. 113.
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50 percent” was viewed as substantial.11 A 2008 Tax Court case, 
which	was	affirmed	on	appeal,	held	 that	where	 	 family	farm	
partnerships had been following an “allocation plan” whereby 
65 percent of the crop was deemed reported in the year of 
production and 35 percent was reported the following year, 35 
percent	was	not	sufficient	to	justify	deferral	of	100	percent	of	
the crop insurance in two crop years.12
 A taxpayer may not elect  to defer only a portion of the crop 
insurance or disaster  assistance proceeds to the following year.13
Deferral for revenue insurance
 To date, there is no guidance from the Internal Revenue Service 
or the Department of the Treasury to show how to compute the 
amount eligible for deferral, if any, where revenue insurance is 
involved as well as conventional coverage for “destruction or 
damage” to crops.”. The examples below represent one approach 
to the computational process for the portion of the indemnity not 
related to revenue insurance. If guidance is published, a summary 
will be published in the next issue of Agricultural Law Digest.
 EXAMPLE 1: Assume an approved yield of 180 bushels 
per acre of corn, a coverage level of 75 percent, a base price 
of $6.25 per bushel, a harvest price of $8.00 per bushel and an 
actual yield of 80 bushels per acre.
	 •		The	guaranteed	amount	is	180	x	$6.25	x	0.75	=	$843.75
	 •		The	calculated	revenue	is	80	x	8.00	=	$640.00
	 •		The	yield	loss	(from	“destruction	or	damage”)	is	100	bushels	
per	acre	x	$8.00	=	$800.00
	 •		The	insurance	indemnity	is	$843.75	-	$640.00		=	$203.75
	 •		The	“price”	loss	(harvest	price	greater	than	the	base	price)
	 	 =	-0-
	 •		The	deferrable	amount	per	acre	=	$203.75
 EXAMPLE 2: Using the same assumptions as in Example 1 
except the harvest price is $5.75 per bushel.
	 •		The	guaranteed	amount	is	180	x	$6.25	x	0.75	=	$843.75
	 •		The	calculated	revenue	is	80	x	$5.75	=	$460.00
	 •		The	yield	loss	(from	“destruction	or	damage”)	is	100	bushels
	 	 per	acre	x	$5.75	=	$575.00
	 •		The	insurance	indemnity	is	$843.75	-	$460.00	=	$383.75
	 •		The	“price”	loss	is	$6.75	(the	base	price)	-	$5.75	(harvest
	 	 price)	=	50	cents	per	bushel	on	80	bushels	per	acre	or	$40.00
  per acre
	 •		The	deferrable	amount	per	acre	is		$383.75	-	$40.00
	 	 =	$343.75
Again,	the	examples	have	been	drafted	without	the	benefit	of	IRS	
guidance. Any published guidance will be distributed promptly, 
if and when received. 
ENDNOTES
 1  See generally 13 Harl, Agricultural Law Ch. 120A (2012). 
See also Harl, “Income Assurance: Are Recoveries Deferrable?” 
8 Agric.  L. Dig. 49 (1997).
 2  I.R.C. § 451(d). See Notice 89-55, 1989-1 C.B. 696.
 3  H. Rep. No. 4636, 105th Cong., 2d Sess. (1998). The author 
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